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Integer Wealth Advisors Group, LLC
Advise, Guide and Protect 

 
Fourth Quarter 2012 Market Commentary 

 
Here is an excerpt from our last quarter commentary:   
 
“To get the economy moving in the right direction we need to expand the base of tax payers, enact real tax reform 
that lowers rates by closing loopholes in the code, and encouraging businesses to invest.  That approach is better 
than giving tax cuts like the Social Security Tax that will be hard to take back in an election year.” 

 
No Bungee Cord Needed 

 
Every so often we face an event that overshadows every other piece of news that might have 
made an impact on the current quarter.  Bigger than the re-election of President Obama, the 
Benghazi tragedy, Hurricane Sandy or any other piece of economic news, the so-called “fiscal 
cliff” dominated the news media this quarter.  CNBC even launched a “Rise Up” campaign 
trying to persuade politicians to lay down their political ideals and compromise toward an 
agreement.  The fact is we have spent too much and now it is time to review the tab and pay the 
bill…or kick it down the road as politicians usually do. 
 
While Congress took us to the edge of the cliff, we averted the fall…especially when one 
considers that you “cannot fall out of the basement”.  At the last minute, as usual, the bungee 
cord of Congress pulled us back to “safety”….for now. Allow us to place the “fiscal cliff” in 
proper perspective.  In 2007 the Federal Reserve’s balance sheet was about $800 billion.  It is 
now $2.9 trillion and is expected to grow to nearly $6 trillion by the end of 2015.  The rate on a 
10-year Treasury bond is 1.7%.  Can you imagine our creditors continuing to “loan” the United 
States money at 1.7% while the Federal Reserve pumps another $3 trillion dollars into the world 
economy?  And with the U.S. Government racking up $16 trillion in outstanding debt one 
wonders how we can pay it off with increased taxes? 
 
According to a June 22nd, 2011 article in the Wall Street Journal, the World Wealth Report from 
Merrill Lynch and Capgemini reports the United States has 3.1 million millionaires with a 
combined wealth of $11.6 trillion dollars.  Now, let’s just round that number up and say there 
are five million millionaires with a combined worth of $15 trillion dollars.  The United States 
Government could confiscate the entire wealth of five million millionaires, all of it, money, 
securities, businesses, houses, boats, cars and planes, and still not pay off the debt of the United 
States.  So what was gained by all the time and energy over the last 6-12 months spent averting 
the fiscal cliff?  The combination of the expiration of the payroll tax holiday, new taxes as a 
result of Affordable Care Act, and increased taxes as part of the 12th hour American Taxpayer 
Relief Act is projected to increase annual revenue to the Treasury by $200 billion.  So based on 
our math, it would take 80 years to pay off the current deficit.   Round two will be the debt 
ceiling and related meaningful spending cuts.   
 
October:  The Dow started the new quarter with a gain of 77 points to reach 13515.  The 
economy seemed to gain a steady footing as the Institute for Supply Management purchasing 
index rose to 51.50 from 49.60. Anything above 50 suggests expansion and with gold setting a 7-
month high settling at $1780.50 an ounce, investors may have picked up on some up-beat news.  
Real estate continued to climb higher as evidenced by shopping malls in the United States 
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reporting an average vacancy rate of 8.7%, down from 8.9% in the second quarter, and rents 
climbing 0.3%, the fifth consecutive quarterly increase.  Consumer confidence rose to its highest 
level in five years with the Michigan Consumer Sentiment jumping to 83.1 in October, from 78.3 
in September.  The Presidential debates continued through October with Mitt Romney scoring 
an opening debate win which may have caused a temporary jolt for the markets.  The month 
closed out with the freak storm, Hurricane Sandy hitting the east coast closing the stock markets 
due to weather for the first time since 1888. 
 
November:  The election was settled with President Obama gaining re-election while the 
Republicans maintained control of the House and the Democrats retained control of the Senate.  
The U.S. economy continued to limp along with GDP coming in at a tepid annualized rate of 
2%.  The issue of the “fiscal cliff” was brought into sharp focus after the election as lawmakers 
were now facing the specter of increasing taxes on many Americans.  While good news was 
present for consumers via improving home prices and lower gasoline prices, the markets traded 
in sporadic fashion throughout the month.  On November 14th the markets had their worst day 
since June with the Dow losing 185 points to finish at 12570.95.  Driving the spiral down in 
November was Apple, which had lost 24% over the prior two months.  Apple’s losses were 
casting doubts on the upcoming Christmas shopping season and the willingness of consumers to 
open their pocketbooks and spend.  Causing a bit more nervousness in the markets was the 
Israeli skirmish in the Gaza strip that saw both sides sending rockets into each territory.  By the 
end of the month, with positive comments coming out about the “fiscal cliff”, the Dow gained 
421 points, or 3.4% to finish at 13009.68.  As always investors want certainty and regardless of 
the outcome, they will adjust to new rules and taxes. 
 
December:  December was as if the markets went into a winter slumber.  The primary news 
dominating the market was the “fiscal cliff” negotiations, but some other announcements did 
manage to get reported.  Third quarter GDP was reported by the Commerce Department at a 
revised 2.7%, up from the previously reported 2.0%.  The Dow continued a climb back above 
13000 while the Federal Reserve announced the much expected “QE-4”.  The Fed announced 
plans to expand its current $2.8 trillion dollar balance sheet in 2013 with monthly purchases of 
$45 billion of long-term treasuries and $40 billion of mortgages.  The new stimulus replaces the 
$45 billion of short-term purchases they had made during 2012.  Citigroup played “Grinch” for 
the Christmas season by announcing its intent to begin cutting 10,000 jobs for 2013.  In the 
perverse nature of Wall Street, this “bad news” caused the stock to rally.  On the final day of 
December, with anticipation of a fiscal cliff deal to be achieved, the Dow finished up over 165 
points to 13104.14, the best final day finish for the Dow since 1974.  

 
DOMESTIC EQUITIES 

  
Index Returns for the Quarter YTD 

S&P 600 Small Cap 2.22% 16.33% 
NASDAQ Composite -3.1% 15.9% 

Dow Jones Industrial Average -2.5% 7.3% 
S&P 500 Index -1.0% 13.4% 

  (Returns are without dividends.  Period Ending 12/31/2012) 
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Company  Percentage Weight       Year to Date 2012   
 
S&P 500                       16.0%  
Energy     11.0%                  2.33% 
Materials      3.7%           12.24% 
Industrials     10.1%                    12.46% 
Consumer Discretionary   11.0%          21.87% 
Consumer Staples   10.6%             7.52% 
Health Care     10.1%           15.19% 
Financials     15.7%            26.26% 
Technology     18.7%            13.15% 
Telecommunications      3.0%              12.50% 
Utilities           3.4%             -2.91% 
 
Source:  Standard and Poor’s (www.standardandpoors.com) 

 
Style Return Box for the Fourth Quarter 2012 

 
 VALUE  CORE    GROWTH 

 
LARGE 
 
 

1.59% -0.38% -2.08% 

MID 
 
 

4.45% 3.60% 2.71% 

SMALL 3.15% 2.22% 1.26% 

Information provided in the above chart represents the quarterly returns of the S&P indexes of iShares  
Class of funds with dividends reinvested. 

 
INTERNATIONAL 
 
It was a very good year on the international stock front despite the issues of impending doom in 
the developed European economies.  The MSCI EAFE index posted a 17.32% gain for 
2012…not bad considering the headwinds in Europe.  To be sure there are still problems they 
are dealing with, but they are dealing with them and that is important to investors.  Hard choices 
are being made and the aftermath does not make for pretty television watching.  Riots are 
inevitable when a person’s livelihood is being threatened or reduced.  This should not diminish 
the issue of holding international securities in a portfolio…the world is a very large place and the 
diversification offered to a portfolio cannot be ignored. 
 
The emerging markets of Indonesia, India, China and even Russia continue to move toward a 
more complex marketplace.  There are bumps along this road and much of that is due to the 
excess liquidity being created by Central Banks.  However, these countries are also experiencing 
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rapid population growth, exploitation of natural resources as technology allows for more 
efficient extraction and improvements in education and industrial infrastructure.  
 

The Domestic Economy Continues Slow Progress 
 

Most economists expect GDP in the U.S. to continue its slow and steady pace of around 2% to 
2.5%.  This is consistent with the fact that consumers are going to find less in their wallets in 
2013 as a result of expiration of the 2% payroll tax among other new taxes.  Disposable income 
will get trimmed (see graph below) which means less money to buy things.   
 

 
 
 
If consumers have less income to buy more goods then it is a good bet that unemployment will 
stay above the levels that the Federal Reserve wants to move them to….namely below 6.5%.  
The graph on the next page illustrates this issue.  This GDP rate, therefore, is not sufficient 
enough to overcome the current unemployment rate or to help with fiscal deficits.  Fortunately 
inflation is expected to be below 2% otherwise, if we had slow growth with increasing inflation, 
we would be in the “stagflation” of the 1970’s.  Unemployment is stuck around 7.9% to 8.0% 
while the percentage of the working population is at 20-year low.  
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The bright spot is housing that continues a very steady improvement as bargain hunters 
continue to pick through the housing inventory.    Areas such as Phoenix, Las Vegas and Florida 
continue to see housing prices moving higher, albeit far from the peak prices where some 
homeowners had purchased their homes.  Disposable income has rebounded from the dip after 
the financial crash.  This may be in part to low inflation which helps the purchasing power of 
consumers. 
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FIXED INCOME 
 
What was once perceived as “safe” has now become a bit more difficult to manage as an asset 
class.  Fixed income’s primary role is to diversify equity risk, and to that end, when equities go 
down bonds tend to hold their value.  With prices high and yields low, fixed income investors 
must think about risk in a different way.  Risk in the bond portfolio comes from duration and 
not necessarily credit risk.  The chart below demonstrates that bond defaults are at very low 
levels, and riskier assets trade at a narrow spread to benchmark Treasuries.    Credit risk, on the 
other hand, highlights the ability for a debtor to repay the loan.  So far with interest rates low, 
the ability for debt issuers to repay their loans has not been an issue. 
 
Despite our concern that interest rates will one day be on the move higher, investors should not 
abandon fixed income completely.  We suggest that an investor think about the investment from 
the diversification perspective, duration perspective and credit risk perspective, with duration 
risk being the most important of the three.   Despite a rising interest rate environment being 
detrimental to fixed income, investors with a balanced portfolio will realize that what goes down 
in one area will help in another.  Stocks, commodities and real estate should see an appreciation 
as interest rates rise.  Rates will rise as economic activity picks up and the “easy money” that was 
created over the past years begins to push up prices.   
 

 
 
Equities:    
 
This year goes down as a good year for equities thanks in part to the easy money policies of 
Washington and another year further removed from the 2009 market lows.  We sound like a 
broken-record on the impact of Washington on the markets, but we believe it is an accurate 
assessment.  Looking forward investors have to weigh the impact of taxes on their investments 
and become more adept at managing on an after-tax basis.  We do not believe that investors will 
shun equities because of taxes.  Remember not everyone pays taxes on their investment income 
and gains.  Retirement accounts, foundations, endowments, pension funds and trusts will always 
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own equities and do not have to be so concerned with taxes paid on gains, dividends, and 
interest.   
 
On a historical basis, the valuation of the S&P 500 continues to lag historical averages.  Consider 
the chart below which compares several valuation measures of the S&P 500 to historical 
averages: 
 

 
 

Valuation 
Measure 

 
 
 

Description 

 
 

Latest as 
of 12.31.12

 
1-year 
ago 

 
3-year 

average 

 
5-year 

average 

 
 

10-year 
average 

 
15-year 
average 

P/E Price to 
Earnings 

12.5x 11.8x 12.6x 12.8x 14.2x 16.7x 

P/B Price to Book 2.3 2.1 2.1 2.2 2.5 3.0 
PEG Price/Earnings 

to Growth 
1.3 1.2 0.9 1.7 1.5 1.5 

Div. Yield Dividend Yield 2.4% 2.3% 2.2% 2.3% 2.1% 1.9% 
(Source:  JP Morgan Asset Management) 

 
As investors survey the landscape of opportunity, equities continue to be an area that can 
provide a longer-term total return opportunity, at this time, especially when compared to long-
dated fixed income. 
 
Portfolio Monitoring:      
 
In 2013 portfolio monitoring will take on added complexity within the context of the new tax 
laws.  It will be imperative to understand where you are on the new tax scale with respect to 
income levels, applicable phase-out of deductions and planning opportunities. In the “brave new 
tax world” that we face, understanding the new pitfalls of the changes in the tax code will be 
crucial.  Fortunately we have always had a tax-overlay strategy in the management of our client’s 
portfolios because it’s what you end up with in your “pocket” after taxes that matters.   
 
Manager Monitoring:   
 
We did not have any manager issues in the fourth quarter of 2012. 
 
IN SUMMARY 
 
Washington, D.C. Directs the Market 
 
The New Year will continue to take its directions from Washington, D.C.  The U.S. fiscal debate 
is still on-going despite the momentary agreement forged at the end of the year.  We witnessed a 
relative economic stabilization in 2012 which translated into a strong equity market performance.  
Investors are just beginning to sort out the impact of new tax regulations, new regulations still to 
come along with the normal considerations of mundane things like earnings reports. 
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Internationally there is still political and economic uncertainty despite the strong performance 
turned in by international equities in 2012.  The Middle East will always be an issue for the 
markets to consider so long as dictators with nukes are in charge.  The developing countries 
such as India, Turkey and the area of Indonesia will continue to benefit from the global “easy 
money” supply that drives their economies to hyper-speed.  That will continue so long as the 
Fed and the rest of the world’s Central Bankers have the printing presses going at full bore.   
 
The best thing that investors can do is to focus on three simple steps for their investments.  
First, have reasonable return expectations for the foreseeable future.  What we mean is calibrate 
the risk you are willing to take to the return generated.  Balanced portfolios have been running in 
the high single digit to low double-digit area over the past few years.  With fixed income 
becoming stretched, do not expect fixed income returns going forward to match previous years.   
 
Second, expect volatility and do not let it drive “knee jerk” investment decisions.  We have been 
in this business for many years and have managed client portfolios through many cycles, some of 
the worst ever seen in modern times.  One thing we know is that investors tend to make the 
worst decisions under panic conditions.  
 
Finally, when things are not going well investors should have their “shopping list” prepared for 
investments in areas that are beaten down.  Following suggestion number two, if you can 
maintain calm and rationally pick through some investment opportunities chances are that you’ll 
find some great bargains to add to your portfolio and enhance the longer term prospects of your 
investments.  Remember, investing is a marathon, not a sprint! 
 
 

Integer Wealth Advisors Group, LLC 
 
Atlanta Office:      Philadelphia Office: 
3440 Blue Springs Road, Suite 403   790 Penllyn Blue Bell Pike, Suite 203  
Kennesaw, GA., 30144     Blue Bell, PA., 19422 
(o) 770.974.2787     (o) 215.643.6490 


